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Motivation and research questions

“A former Bank of England informant said: You learn from the past.
There is something else. Knowledge is made up of training and
experience. For example, I often used to divide the members of the
Monetary Policy Committee over whether they had been involved in
some of the great policy disasters of the United Kingdom. If you had
been involved in those policy disasters you had a very different take
on life. (12 March 2002)”. [from Pixley (2004)]

Where do central bankers’ preferences come from?
Are they innate, directly inherited, or acquired by some more oblique 
transmission channels? 

What are the consequences of acquired / formed preferences on 
policy?

What is the role of the interactions inside the MPC?
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Aims and contributions

4/20

Recession aversion:

Insights from MPC votes

Motivation Literature   Data & Methods    Empirics 1   Empirics 2   Conclusions

●●

AB EF FM PS 7th EWPM, Helsinki,  June 6th, 2023

Empirics: Revealing past determinants of voting behavior 
of the Bank of England’s MPC members

Methodology: taking into account and interpreting
spatial interdependencies in a discrete choice modeling 
framework



Evidence on early-life formation of preferences
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Dohmen et al. (2011): parents transfer risk-attitudes to children

Emmeneger et al. (2017): early-life experiences “scar” people

Malmendier & Nagel (2011): “depression babies” have lower willingness to take 
financial risk, and are more pessimistic about future stock returns

What happens when ‘depression babies’ grow-up as policy-makers? 
Are they more risk-averse? More recession-averse?

Malmendier et al. (2017) show impact on inflation aversion for FOMC members: 
their speeches are more “dovish”.

Farvaque et al. (2020) demonstrate in a panel of central banks that longer
experience of recession in early life lowers the probability of interest rate hikes, 
ceteris paribus

Farvaque et al. (2021) argue that central bankers who have been exposed to 
disasters in early life tend to manage inflation in a more conservative way

Aslam and Farvaque (2021) show that central bankers who experienced episodes 
of epidemics in their early life lowered interest rates faster and lower during the 
COVID-19 pandemic
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Evidence on leadership effects
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Initiated in Management studies – ”coporate elites” or „upper echelon” 
literature, e.g. Hambrick  and Mason (1984) or Jensen and Zajac (2004)

Besley et al. (2011), Hayo and Neumeier (2012), …:
leaders’ background matters in macroeconomic developments

Chappell et al. (2005), Eichler and Lahner (2013), …:
true for FOMC members

Gohlmann and Vaubel (2007), Farvaque et al. (2011, 2014), Lebaron and 
Dogan (2016): 

verified for central bankers in general

If leaders matter, their experiences should matter too!
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Spatial interdependence in panels and voting

Pesaran (2004, 2006, 2015) provides a setup for testing spatial interdependence 
in panels in general (cross-section or common correlated effects).

More recently, Bhattacharjee, Ditzen & Holly (2020) use the mean group, 
common correlated effects estimator to provide a set of weakly cross 
correlations that they treat as spatial weights. 

In monetary policy context:

Bhattacharjee & Holly (2009) study BoE MPC and uncover the voting structure

with two dimensions – internal-external and hawk-dove. 

Bhattacharjee and Holly (2015) estimate the spatial weights matrix between the 
members and identified several sources of heterogeneity in the individual policy 
reaction functions.
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Data

Bank of England’s Monetary Policy Committee: 
Period: 1999M1 – 2018M9
MPC members: 39 effectively
Meetings: 224
Votes: 1990

Bank of England: Bank rate

IMF: Inflation and GDP forecasts

Hand-picked: members’ characteristics and experiences

Dummies: GFC (Leaven), Brexit
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Methods (1): Multinomial logit

𝑌𝑖𝑡 = [0, 1, 2] (0 – status quo, 1 – a hike, and 2 – a cut in interest rates).

𝑃𝑟𝑜𝑏 𝑌𝑖𝑡 = 𝑗 =
𝑒𝛽𝑗

′𝒙𝑖𝑡

σ𝑘=0
2 𝑒𝛽𝑘

′𝒙𝑖𝑡
′

after transformation ensuring that probabilities sum-up to 1:

𝑃𝑟𝑜𝑏 𝑌𝑖𝑡 = 𝑗 𝑋𝑖𝑡 =
𝑒𝛽𝑗

′𝒙𝑖𝑡+𝜀𝑖𝑡,𝑗

1 +σ𝑘=1
2 𝑒𝛽𝑘

′𝒙𝑖𝑡+𝜀𝑖𝑡,𝑘

Where j = 0, 1, 2 and 𝛽0 = 0.
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Methods (2): Dealing with network dependence

Standard approach:

1) estimate a linear model:

𝑌𝑖𝑡 = 𝛼 + 𝛽𝑋𝑡 +𝑊𝑖 + 𝛾𝑍𝑖𝑡 + 𝜀𝑖𝑡; 𝑖 = 1,⋯ ,𝑁; 𝑡 = 1,⋯ , 𝑇

2) construct an estimated cross-member correlation matrix from these

residuals

3) test weak dependence using the Pesaran (2015) test

4) if weak dependence is rejected, then the residuals’ structure needs to be 

modeled, e.g. as: 𝜺𝑡 = 𝑀𝜺𝑡 + 𝑓𝑡𝜹 + 𝜼𝑡 : 

global shocks captured by factor structure 𝑓𝑡𝜹;

cross-member spillovers based on committee network structure, 𝑀𝜺𝑡

(Bhattacharjee and Jensen-Butler, 2013; Bhattacharjee and Holly, 2013). 
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Methods (2): Dealing with network dependence – our approach

Recent large panel literature highlights spatial (network) dependence as a combination of 
two effects

Factor structure, with time specific factors interacted with member (unit) specific loadings – this typically 
leads to spatial (network) strong dependence

(Stationary) spillovers between units contributing to weak dependence – typically modelled by spatial 
weights

Modeling strong dependence using factor structure is crucial. Without this, model 
estimates reflect spurious correlation and are usually inconsistent

Initially, before accounting for factor structure, we find evidence of strong dependence –
Pesaran (2015) CD statistic 15.9 (p-value= 0). The question is: how to account for factor 
structure. We do this by a combination of approaches

Common correlated effects (Pesaran 2006) – we use median vote rather than mean because in our voting 
model, the median has special significance

Observed factors: Brexit and output gap – with heterogenous loadings – reflecting different views on the 
underlying structural model of the economy, or exposure to Brexit period, or uncertainty about output gap

Statistical factor analysis: 12 statistical factor decomposition of voting structure, including one with 
heterogenous loadings 

We also tried a Lasso procedure but did not include this in the final model specification

Weak dependence is modelled by statistically significant cross-correlations in the residuals, 
with usual IV/GMM method to deal with endogeneity (Bailey, Holly & Pesaran, 2016)

Finally, CD statistic is reduced to 1.68 (p-value= 0.09). We combine all the above modeling 
into a unified weights matrix and interpret network structure by its elements.
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Empirics 1: Multinomial logit without network
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Empirics 1: Multinomial logit with ”heuristics”
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Empirics 1: Multinomial logit with network str.
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Empirics 2: Describing network structure
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More but weaker positive
influences and less but 
stronger negative influences
Positive influences on 
average do not differ within
groups (slightly stronger for 
external members)
Negative influences on 
average are stronger among
internals and weaker among
external members



Empirics 2: The most influential and influenced members
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Empirics 2: Illustrating network structure
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Notes: Blue nodes: external members, Grey nodes: internal members, green arrows – positive weights, 

red arrows – negative weights. Edges filtered at the absolute value of 0.03. Software: Gephi

Fruchterman Reingold method AtlasForce2 method



Conclusions
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In this paper we study the voting behaviour of the Bank of 
England’s MPC in a discrete choice framework taking into
consideration the network of influences in the committee

We demonstrate that the estimated network structure
purges the results from strong dependence while the
effect of childhood recession remains

Some estimated coefficients become less intutive, 
however.

Further steps:

More regressions

More formal analysis of the network structure and clusters
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Conclusions: some earlier ideas (to dig deeper)
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At earlier stages we constructed pseudo-residuals, 
potentially better suited to measure network dependence
in a discrete-choice setup

Then, we were not able to purge the results from strong
dependence by a number of heuristics, including:

A measure of affinity (common votes) with the Chairman

Following the vote by the ”senior” members among internal and 
external members
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Thank you!
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Thank you very much for your attention.

The paper is very much a work in 
progres…

Any comments and suggestions are
more than welcome!
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